It will surely be interesting to see if SuperFreakonomics achieves the same commercial success as its predecessor. Needless to say, a whole lot has changed over the last four years -a fact that Levitt and Dubner acknowledge in the opening chapter of their book. In the wake of the global economic meltdown, many people are more skeptical than ever about the value of economists in our society. The fact that most economists failed to foresee the global financial meltdown is clearly a major black mark on their profession.
And yet, while a lot of so called "expert" economists are now in the dog house of public opinion, it's hard to lump Levitt and Dubner in with that disgraced group. After all, Levitt and Dubner go to great pains to avoid making sweeping macroeconomic predictions. Instead, they prefer to delve into esoteric, but entertaining, subjects like why "suicide bombers should buy life insurance" and how "eating kangaroo could help solve global warming." Let the other economists worry about the economy, say Levitt and Dubner.
"Many of our findings may not be all that useful, or even conclusive" admit Levitt and Dubner in their introduction to SuperFreakonomics. But that's all right. Because the authors are simply trying to start a conversation, not necessarily have the last word. This means, as a reader, you may just find a few things in their book to quarrel with.
What follows is a sample of some of Levitt and Dubner's more sensational observations, including a breakdown of their highly controversial final chapter on climate change. But be warned: just like the book itself, there is no "unifying theme" to this summary. It kind of jumps from topic to topic. But that's okay, because it's still an awfully fun ride!
Why Aren't More Women Prostitutes?
In the very first chapter of their book, Levitt and Dubner dive headfirst into controversy by daring to ask the question, "Why aren't more women prostitutes?" At first blush, the question seems to imply that prostitution is a perfectly valid career choice that should be supported and encouraged by society. But that's not necessarily what Levitt and Dubner are saying. In fact, they offer some economic insights that, if fully considered, could help society make prostitution an even less common profession.
The authors begin by offering evidence (based on statistics gathered in Chicago) that one hundred years ago, prostitution was a much more popular profession in America than it is today. According to Levitt and Dubner, in the 1910s, an astounding 1 out of every 50 American women worked as a prostitute. Just as interestingly, the low end of pay for a prostitute was about $25,000 a year in today's dollars, and women working at a high-end brothel in Chicago could easily make over $400,000 annually. How does that compare to today's situation, you might ask? Using data gathered from in-the-field research, Levitt and Dubner found that today's prostitutes earn a wage that "pales in comparison to those enjoyed by the lowest-rent prostitutes from a hundred years ago."
Why have prostitutes' wages declined so much? It's hard to say for sure, but using a fairly simple supply vs. demand analysis, Levitt and Dubner note that overall demand for sexual services has declined considerably in recent years. The liberalization of sexual attitudes amongst average women across America means that most men no longer need to pay for sex as frequently as did men of their fathers' and grandfathers' generations (one of the neatest statistics in this chapter is that for 20% of American men born during the late 1930's, their first sexual encounter was with a prostitute. This was because the majority of women at that time weren't prepared to have premarital sex).
Because demand used to be so much higher, prostitutes used to be able to earn a premium wage. And so, even when it comes to selling sex (or perhaps especially when it comes to sex), incentives matter. Higher wages for prostitutes mean more prostitution.
Thus, the authors have revealed a bit of information that's potentially valuable for those in society who want to further reduce the availability of prostitution and combat the negative effects it has on women (and families). If the number of prostitutes is directly responsive to the profitability of the profession, as Levitt and Dubner have shown, then finding ways to drive their wages even lower will inevitably lead to fewer prostitutes.
Why Suicide Bombers Should Buy Life Insurance
Not only do Levitt and Dubner have a prescription for fighting street prostitution, they also have some ideas about how to fight international terrorism. This all starts by asking a rather freaky question -i.e. "Why should suicide bombers buy life insurance?"
The reason, as it turns out, is subtle. Most would agree that the best way to deal with terror is not to wait for it to happen but to prevent it from happening in the first place. This means finding better ways to track the movements of terrorists. To do this, one could try looking for tiny needles in a massive haystack of electronic "chatter" online. Needless to say, though, online trolling is a cumbersome and rather ineffective process.
Or one could just ask the banks for help. Dubner and Levitt tell the story of a humble British IT specialist who was apparently able to construct a computer algorithm powerful enough to pick out likely terrorists. Factors such as having a Muslim first and second name were powerful first-line indicators in the program, but hardly discriminating. But when overlaid with banking patterns (the size and timing of deposits and withdrawals), certain clues would tend to emerge. Behaviors such as making large one-time deposits, followed by lots of smallish cash withdrawals, could be behaviors typical of a terrorist. But there was one particular indicator that stood head and shoulders above the others. Terrorists never have life insurance coverage. Thus, Levitt and Dubner jokingly remark that suicide bombers should start taking out some cheap life insurance coverage to stay one step ahead of the intelligence agencies.
Are Human Beings Naturally Altruistic?
Blowing oneself up in a suicide attack is a very dramatic way of expressing altruism. But regardless of how one chooses to manifest one's altruism, it's still a fascinating subject.
Many people (including a good number of economists) have long thought that human beings have a hard-wired inclination toward altruism: toward helping one another in times of need, and often making huge sacrifices, without expectation of reward. In the third chapter of SuperFreakonomics, Levitt and Dubner explore this age old question.
"We all witness acts of altruism, large and small, just about every day," write Levitt and Dubner at the outset of the chapter. "We may even commit regular acts of altruism ourselves. But economists don't know anything about such behavior ... Or do they?"
As it turns out, until fairly recently, the answer was no. But in the early 1960s, a few "renegade" economists began to care deeply about issues of altruism. Chief among them was Dr. Gary Becker from the University of Chicago (who was later awarded the Nobel Prize in 1992). Not satisfied with just measuring the economic choices people make, Dr. Becker tried to analyze the internal sentiments they attached to such choices.
Through his research, Dr. Becker discovered that people could be circumstantially altruistic. For instance, that the same person who might be highly selfish in a business setting could be exceedingly altruistic among friends and family, or viceversa.
As you might expect, sorting out the motivations that drive people's apparently altruistic behavior is no simple task. If you offer to help rebuild a neighbor's barn after a tornado, for example, is it because you're a moral person or because you know your own barn might blow down someday? While it is easy to observe actions, it is much harder to understand the intentions behind an action. Dr. Becker and his team decided to tackle this challenge by creating a game called Dictator, and then observing his students while they played. In Dictator, a small pool of money is divided between two people, but only one of them gets to decide how the money is divided. (Thus the name, "Dictator.")
The original Dictator experiment went like this. Student A was given $20 and told she could split the money with Student B in one of two ways: (1) right down the middle, with each person getting $10; or (2) with Student A keeping $18 and giving Student B just $2.
"Dictator was brilliant in its simplicity," explain Levitt and Dubner. "As a one-shot game between two fairly anonymous parties (i.e. the students were not friends), it seemed to strip out all the complicating factors of real-world altruism. Generosity could not be rewarded, nor could selfishness be punished, because the second player (the one who wasn't the dictator) had no recourse to punish the dictator if the dictator acted selfishly." So the Dictator game seemed to go straight to the core of our altruistic impulse. Now, the question is, if it were you, how would you play it? Imagine that you're the dictator, faced with the choice of giving away half of your $20 or giving just $2. Well, if you're like most people, the odds are you would actually divide the money evenly. That's what three of every four students did time and time again during the Dictator experiments.
The message couldn't have been much clearer: human beings indeed seemed to be hardwired for altruism; a truly heart-warming conclusion. But was it a sound one?
In 2005, an experimental economist out of Sun Prairie, Wisconsin named John List decided to take a closer look at the Dictator experiments, and the conclusions drawn from them. List wanted to definitively determine if people are really altruistic by nature.
As the authors explain, List decided to make a few important modifications to the game. In the updated version of Dictator, instead of giving the Dictator an opportunity to give away free money, he or she was told that the other student had already been given the same amount of money that the Dictator was given. And the Dictator could steal Student B's entire payment, or he/she could hand over any portion of his/her money.
So what happened? In the updated version of Dictator, only 10% of the Dictators gave Student B any money, while over 60% of the appointed Dictators took from Student B. In fact, more than 40% of the Dictators took all of the other kids' money. Under John List's new rules, a band of altruists had suddenly morphed into a rabid gang of thieves.
Quite cleverly, List had upended the established wisdom on altruism by introducing new elements to a well-known lab experiment to make it look a bit more like the real world. As Levitt and Dubner explain, if your only option in a controlled laboratory setting is to give away some money, then you probably will. But in the real world, that is rarely your only option. As List discovered, the choices people make are far more complicated.
According to the authors, while List's important research leaves the central question of "are people innately altruistic?" unanswered, it does prove one thing. It proves that asking a question like "Are people innately altruistic?" is the wrong kind of question to ask. People aren't "good" or "bad." People are people, and they respond to incentives, based on the rules of the game at hand, both in a laboratory and in the game of life.
Taking a "Cool" Hard Look at Global Warming
The final chapter of SuperFreakonomics is about global warming: the risks, uncertainties, misperceptions, and proposed solutions. When the book was released, this particular chapter brought criticism from a few of prominent environmental activists. And then that quickly caught fire across the Internet, leading to further stories with headlines like "SuperFreakonomics Gets Climate Change Super Freaking Wrong."
These stories have given the impression that Levitt and Dubner are globalwarming deniers of the worst sort, and that their analysis of the issue is obviously flawed. It falls to readers to draw their own conclusions of whether the criticisms are warranted, or not.
Basically, Levitt and Dubner's global-warming chapter goes like this: First, the authors explain that global warming is a very, very hard problem to solve since pollution is an "externality" -that is, the people who generate pollution generally do not pay the cost of their actions and therefore do not have strong incentives to pollute less (basically, an externality is the economic version of "taxation without representation"). Next, the authors go on to say how even the most sophisticated climate models are limited in their ability to predict the future. As such, there's a large measure of debate and uncertainty in this realm, given that global climate is such a complex and dynamic system. To reinforce their point, they then proceed to debunk a few commonly held misperceptions about climate change, including the fact that the relationship between global temperature and atmospheric carbon dioxide is more complicated than is generally thought.
Given the economic challenges associated with combating externalities, and in light of all the flaws in the various predictive models that have been developed to date, the authors then proceed to argue that the global scientific community should be more open minded about finding potential solutions. In particular, instead of focusing almost exclusively on developing policies and technologies to curb new carbon emissions, Levitt and Dubner argue that the scientific community should be trying harder to figure out how to actually cool the Earth if indeed it does become catastrophically warmer (hence the authors' use of the rather controversial use of the phase "global cooling" in the chapter's subtitle).
Levitt and Dubner's global cooling argument centers around a Seattle-based firm called Intellectual Ventures, which is headed up by Nathan Myhrvold. They explain that while Intellectual Ventures does employ a number of real climate scientists, it prefers to operate outside of the official "climate-change establishment."
Given the significant limitations and costs around carbon dioxide mitigation, Myhrvold and his team really question the scalability of alternative energy sources (both present and future). So they're proposing a different, more radical globalwarming solution, which they're calling a "stratoshield." Conceptually speaking, a stratoshield involves the controlled injection of sulphur dioxide into the stratosphere to cool ground temperatures, which mimics the natural cooling effects of a big volcanic eruption like Mount Pinatubo. It might also lead to more oxygen production at ground level (which counters the negative impact of too much carbon), as forests around the world grew more vigorously in the wake of the Pinatubo eruption (because trees prefer their sunlight a bit diffused).
Whether or not a stratoshield could actually work, as it turns out, this sort of "geoengineering" solution is intensely disliked within environmental circles (as Levitt and Dubner have learned firsthand since their book came out). Critics argue that holding out hope of a stratoshield would simply give dirty people and corporations a license to pollute more, which would exacerbate the global warming trend. But, be that as it may, Levitt and Dubner still stand by their principled argument that combating global warming will be very, very hard (because of the externality issue). So focusing on just one set of scientific solutions that discount the externality effect means going down a perilous path.
Conclusion
Several years ago, when Levitt and Dubner presented their final manuscript for their first book, Freakonomics to their publisher, they were rather surprised by the reaction they received. After having read the thing from cover to cover, the publishing house concluded, with considerable alarm, that "Freakonomics has no single, unifying theme." Consequently, Levitt and Dubner were "encouraged" to concede, right up front, that their book had no unifying theme. And in the interest of keeping the peace with the publishers (and maybe also their book advance), that's exactly what they decided to do.
But the truth is, Freakonomics -and now its sequel, SuperFreakonomics -does have a unifying theme, even if it's not obvious on its face. If pressed, Levitt and Dubner could boil their entire "Freakonomics thesis" down to four simple, but When you think about it, the authors' idea that "people respond to incentives" may not be the most complicated, or original, one you've ever heard. But who says it needs to be? The point here is that our world is full of lots of freaky, crazy things that simple economic theories can actually explain perfectly well. We just have to trust in those theories.
